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ABSTRACT 


During recent years of austere Department of 
Defense funding coupled with rising costs, 
Congressional appropriations F O T procurement of 
administrative use motor vehicles, such as pickup 
teU C ko e Navy, have fallen short of the amount 
required to replace older vehicles which have reached 
themes enel. economic life. As a result the 
Navy-owned vehicle fleets have continued to advance in 
average age and accumulated mileage leading to 
increased operations and maintenance costs, excessive 
downtime and reduced vehicle availability. Vehicle 
leasing has been used in private industry as an 


alternative to ownership. 


This thesis investigates the relative merits of 
the forms of leasing available to the Navy. The whole 
life cost of Navy ownership is quantified by analyzing 
Sears por oaemenmmcos: data fcon PxC San Francisco. This 
Cost of ownership is then compared to the cost of 
leasing an equivalent fleet of vehicles under various 


forms of leasing. The alternative of leasing only a 


selected portion Of the required vehicles while 
continuing to own and operate the remainder 1 
analyzed. Finally a current large scale leasing 


program at PWC San Diego is addressed to determine its 


effectiveness in actual practice. 
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The management and operation of ground transportation 
assets for the Department of Defense has always been a 
highly visible function, particularly for the United States 
Navy whose primary mission is to maintain control of the 
Seas. Since World War mr Congress has continually 
scrutinized the size and management of the administrative 
vehicle £leets maintained by the armed £orces. The extent to 
which Congressional oversight reaches into the management of 
these assets is illustrated by the fact that there is a 
separate appropriation line item for procurement of 
transportation equipment and a specific limit on both the 
number and dollar value of sedans to be procured. Within 
tne Navy, this appropriation is titled Other Procurement 
Navy (OPN). The scope of the OPN appropriation is very 
carefully and specifically stated by the Congress and 
Subject to continual analysis and rejustification. CPN is 
an early target for review during cost, reduction reviews. 
rough. Xtseesmbrol of the purse strings, Congress has in 
effect dictated management policy in this relatively minor 
area of the DOD budget, often times forcing diversions from 
l (ion DOD policy on vehicle replacement, as well as 
occasional across the board reductions in vehicle 


allowances. 


As a consequence of this Congressional interest, DOD in 
general and the Navy specifically, has instituted an 
aggressive program to improve the effectiveness and economy 
of operation of its administrative vehicie fleet. DOD 
Hoi cU mes ara contained in DODINST 8500.28. These 

b 


guidelines have been implemented within the Navy y OPNAV 





P-44-2 as modified and detailed by the NAVFAC P-300, 
Management cf Transportation. Equipment. The primary 
objective of transportation management within the Navy, as 
directed by these governing documents, is to provide optimum 
utilization of available assets at the minimum possible 
cost. Maintenance is to be carried out at the minimum level 
necessary to insure safe, serviceable operation throughout 


phe life expectancy of the assets. 


BY saulunomunyemvesced in it by instructions of the 
Secretary of the Navy, the Chief of Naval Operations, and 
Chief of Naval Material, th2 Naval Facilities Enginsering 
Command (NAVFAC) has technical responsibility ro: 
administraticn, operation and procurement of transportation 
equipment within tne Navy Department, except for the Marine 
G@EpS. Tc control the size and mix of the overall inventory 
of Navy transportation assets, NAVFAC has developed over the 
years a Table of Distribution and Allowances. TRIS 
allowance is subdivided for each command within the Navy 
based upcn approved justified requirements. Vehicle assets, 
whether Navy owned, rented, or leased, on hand at any 
command, may not exceed the approved allowance. Since 
allowances remain relatively constant, the primary 
justification for procurement of new vehicles to meet the 
existing requirements is to replace existing assets which 
mee reaching Meme Completion of their economic life. This 
economic life of transportation equipment is based upon 
ehronological age or accumulated mileage. Excessive 
one-time repair cost, as established by NAVFAC P-300, may 
AM consti is tification for replacement. For the 
majority of administrative use vehicles the economic 
lifetime defined in the governing directives is six years or 
72,000 accumulated miles. Administrative use vehicles are 
Mato i S o normally of commercial design, assigned on 
Ecco :n3) auchoraszing documents, which are used to 


Es dcvranspore2stron support for an installation." To 





further clarify this definition, a commercial design vehicle 
is one designed to meet civilian requirements and intended 
for general use in the transportation of personnel, 
equipment, supplies or other cargo. As one-half ton pickup 
trucks comprise the largest single percentage OF 
administrative use vehicles in the Navy allowance, they will 
be used as the basis for this study. The DOD specified 
economic life of a one-half ton pickup truck is six years or 


72,000 miles, as set forth by reference 1. 


The military nas trađitionally satisfied its 
requirements ror ground transportation through government 
ownership and maintenance of vehicle assets. Tha services 
endeavor to maintain the size of their vehicle fleets at 
allowance. Since vehicles are retained in inventory until a 
replacement is delivered, it follows that the average age of 
the fleet is a direct resultant of the procurement policy 


followed within the recent past. 


EMEDPSDedEEnecurement policy contained in Refs. 1 = 3 
has indicated that any vehicle which exceeds the age or 
mileage criteria or whose required repair cost is above 
NAVFAC P-300 criteria will be programmed for replacement by 
a new vehicle. That programming is to be timed so that the 
vehicle is replaced at just about the time it reaches its 
replacement determining Bacio © This programming is 
geeompn ıshedrforzche Navy at the Inventory Control Point, 
Civil Engineering Support Office (CESO), Port Hueneme, 
Galitornia, as a result of data input from all Navy 
commands. CESO vehicle programming becomes an input source 
to the annual Navy budget submission. This programming is 
subjected to the pudgetary review process and ultimately 


included in the 023 law. 


Since age has nistorically been the determining factor, 


this implies that approximately one-sixth of the relatively 
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constant allowance should be replaced each year. This 
policy for rejuvenating the fleet of trucks is an important 
part of assuring its effectiveness and the achievement of 


planned operating and maintenance costs. 


With a basic understanding of the DOD and service 
policies, the actual implementation of these policies can 
now be examined. In order for the Navy to have met the 
implied buy size dictated by policy, one-sixth of the 
allowance shown fcr each respective year in Figure 1 should 
have been procured. For example, for FY78 the procurement 
budget should have included enough money touwEbuy 
approximately 1425 one-half ton pickup trucks at about 
$4,350 sac Ori a total of approximately $6,200,000. 
Reference to Figure 1 indicates the disparity between what 


was planned (policy) and what actually happened. 
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These low quantity Navy buys will drive the overall 
vehicle fleet average age and mileage up. This -IPSE Urn 
forces the total fleet's operating and maintenance costs 
above what is planned for a fleet of trucks with lower 
average age. This cause and effect relationship is 
graphically displayed by Figure 2. The years in which 
vehicles were replaced in a timely manner as established by 
Reference 1 reflect much lower operations costs. The 
1965-1970 Vietman era funding reflects a healthy vehicle 
replacement cycle with a resultant lowering of the operating 
costs per mile. The standard against which actual fleet 
averages should be compared is the policy implied targets of 
three years or 36,000 miles developed by taking the average 


of the DOD 6 year/72,000 mile criteria, Reference 1. 


Figure 2, developed from Naval Facilities Engineering 
Ccmmand transportation cost reports, shows the average age 
of the Navy's administrative use vehicle fleet as well as 
pner er | transportation operations over the past 15 
years. Since approximately 85% of the vehicles upon which 
Figure 2 is based have life expectancies of six 
years/72,000, Figure 2 provides a close estimate of the Navy 


pickup truck fleet's average age/cost of operations profile. 


Sercan be deduced from Figure 2, the Navy's one-half on 
pickup fleet has for several years been above the three year 
standard. The implications orf an overage fleet are the 
unnecessary outlay of greater amounts of Funds For 
maintenance and operation than required for the standard or 


target age fleet. 
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The Navy has been plagued by a history of scarce funding 
followed by a strong catch-up effort, as evidenced by Figure 
2. This vacillating approach has the detrimental effect of 
increasing the fleet age profile above that resulting from 
strict adherence to policy. This in turn leads “o an 
obvious ercsion in effectiveness, and maintenance and 


operating costs in excess of those anticipated by policy. 


its ion enorme Limiting appropriations for vehicle 
procurement has been "penny-wise but dollar-foolish" as the 
funds geing down the drain in excess operations and 
Maintenance costs,Figure 2, exceed those saved by limiting 


procurement of new assets, Figure 1. 
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II. LASS VERSUS BUY 


One major alternative to DOD ownership of transportation 
assets is leasing. Long term leasing, normally for periods 
of two years or longer, should not be confused with rental 
which is normally for a much shorter period of time at a 
higher daily rate and is used to satisfy a short tera 
requirement. The question of whether to lease or buy any 
particular asset has been debated continually in the recent 
past. In private industry, leasing is a wideiy used method 
of securing the use of important assets. However, in 
private industry, leasing is made more attractive by tax 
differences between leasing, in «which all outlays are 
considered expenses, and owning in which only a portion of 
the cost cf the equipment can be expensed in any given year 


Berne form Gn depreciation. 


The £cllcwing is a summary of the advantages of leasing. 


. No capital investment. 


1 
2. Vehicle costs can be better estimated for 
badgeting purposes. 


3. Maintenance of operating records and reports 
s eliminated. 


3 
1 
USF sopi y iS ennanced by the ability tc 
lease additional vehicles to meet peak 
rəqurirements. 

5 


. Large reductions in overhead administrative 
Costs can be realized. 


6. Vehicles are automatically replaced at stated 
intervals with new equipment. 


7. The headaches of procurement and disposal of 
vehicles are left to the lessor. 


Sa in leases which , provide For (Ond caet 
Maintenance, cost reductions can be realized in 
maintenance tacilities, personnei and record 


noc Prurthermore, in this form of lease, the 
contractor cenerally must provide a replacement 
vehicle for anv vehicle which will be down for an 
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extended period of time. 


The following is a summary of the advantages Or 
OWmership. 


1. Mission requirements are considered to be met 
if the allowance is adequate and filled. 


2. .Fride of ownership may result in better 
vehicle care. 


3. Short term price increases are generally 
avoided. 
u. Military maintenance and service can be 


provided 24 hours a day, 7 days a week. 
5. Navy owned vehicles can be transferred to 


DARE location based upon need with a minimum of 
elay. 


The OPN appropriation funding structure has tended to 
Mask the total cost of ground transportation from the 
Military manager. The purchase cost of a vehicle under the 
ownership option is borne by a procurement appropriation, 
while the cost of operating and maintaining the vehicle 
fleet is borne by the Operations and Maintenance 
appropriation(O and MN). The military manager tends to 
address only the O and MN side of the cost picture and not 
to consider the initial costs incurred in procurement by OPN 
nor the salvage value dollars returned to the Government 
upon disposal of the vehicle. It should be noted that 
austere funding in the procurement appropriations over the 
past six to eight years has forced the sharp increase in the 
Eas age G@ethe Navy's vehicle fleet with the resultant 
Sharp increase in operation and maintenance cost, as 


Graphically displayed’ by Figure 2. 
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ASING FROM GSA 


A. BACKCROUND 


The armed services have been under close scrutiny in the 
cost area of their vehicle programs for several years. en 
the post-war years of the late 1940's and the early 1950's, 
Congress became an ever increasing force in criticism of 
vehicle costs: ehe initial reaction in the military 
services brought about a noticeable increase Jan the 
proporticn of commercial design vehicles replacing the 
former more expensive military design type. Aggressive 
programs were aiso initiated at the local level and district 
level which largely included policies adopted from the 


technigues cf commercial fleet-owners. 


In spite of these efforts, officials were still not 
satisfied wich the price tag on military ground 
transportation. As congressional interest reached its peak 
in 1952, President Eisenhower prescribed a cure-ali in the 
r For government interagency motor pools. His directive, 
Executive Order 10579, officially put the General Services 


Administraticn (GSA) in the vehicle business. 


The military was not overly enthusiastic about turning 
over ownership responsibilities to GSA and the idea of 
leasing any vehicles represented a whole new approach to DOD 
vehicle requirements. The entire question of vehicle 
leasing versus buying has been studied and debated by the 


armed services and the Congress for years, reaching the 
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conclusion that the present system was effective because the 
activities and organizations have the vehicles they need 


when they need them. 


Da cyomeyEIS another matter. Providing the necessary 
effectiveness for mission requirements at the lowest cost 


was a more difficult question to resolve. 


Leasing vehicles from GSA is another method for the 
Military to satisfy their vehicle requirements. Therefore, 
GSA leasing practices and proceđures will now be examined in 


this thesis. 


PEDET NITICNS OF GSA LEASE TERMS 


“J 


Base Flat 


Rate. This rate is intended to recover 
depreciation, fixed, and overhead expenses on a per-vshicle 
basis. It is computed on a monthly basis with the daily 


rate five percent of the monthly rate. 


Depzeetostzon. Prerequisite to accurate formulation of 
vehicle rental rates is a realistic estimate of monthly 
depreciation. The accuracy of the depreciation rate depends 
upon realistic salvage values based on the estimated useful 


ire) FommeCacChevehicle class. The formula to be used is: 


Delivered vehicle cost less salvage values = Monthly 
Estimated vehicle life in months depreciation 


Example cf monthly depreciation: 


Average capitalized value 85,000 
Less salvage value (Est. at 20%) 1,000 
Amount to depreciate $4,000 
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Àverace life: 72 months 


Monthly depreciation: $4,000/72 = $55.56 


When computing monthly rates, the depreciation shculd be 
calculated using the depreciation formula even thouch the 
ccmputer computes cn a time or mileage basis whichever is 


greater. 


Fixed and Cverhead Costs. The costs are computed cn an 
average class cost per month. The primary source of 
Buormeaticun 1S GSA form FS-264, Monthly Cost/Use report 
which reports vehicle years, fixed and overhead expenses by 
vehicle class. To compute, it is necessary to ccnvert 
vehicle years to vehicle months and divide total cf the 
fixed and cverhead expenses by the vehicle months of 


operation. 


Example: Class 41 - vehicle years 2,263.5/ month; 
fixed costs 509 77 368/ year; overhead costs 
$4U65,8SEy year. 


DES COME -027:162.0 vehicle months 


$277,468 + $465,898 = $713,266 


QUO 2000527599088 1, 16 
nt la calcio 530.10 per month. 


Base Flat Bate Charge 


Derreciation expense T3590 
Fixec and Overhead 30.10 
Total $85.66 *(586.00)/mo. 


*Rcund to next nigher dcllar. 


DEM ren Sal rate is applied at tive percent of the 


establisted renthly rate. 
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Mileage Charge. The mileage charge is the total of 
expense items (these items shown in the example below) 
related to the miles operated. Primary source of the 
information is the FS-264, Monthly Cost/Use Report, which 
identifies by vehicle class the total miles operated and 
Eod cost of direct labor, parts and supplies, contractual 
services for vehicle repair and maintenance, tires and 
tubes, petroleum products, service station services, and net 
vehicie accidents damage. For light trucks the cost of 
operating these vehicles is so close within the class that 
GSA has set a precedent by establishing the same mileage 


rate within the class. 


Example: 


Miles Operated EET DS 


Dp»reccv*babor 513,002 
Parts and Supplies 3555232 
Contractual Services 34,251 
Tires and Tubes 18,149 
Net Accident Damage E 
Petroleum Products 170,961 


Service Station Services 8 


A E uo 00 UE 0000 


Total DI rect Costs $245,591 


De e eo eper Mile = 30.0623 x 1:109 *n?lation) 
== 30.070 * 


*Rounded. 





zu 





ee 65A FOLICI 


GSA leases its vehicles for a monthly rate that is a 
comp nation ct a flat rate plus a charge per mile, which is 
designed to recover all costs over the vehicle's life. GSA 
policy sets this at six years or 60,000 miles with an 
estimated 20% salvage value. However, the short-falls in 
Congressicnal appropriations in the last few years have 
forced replacements at th2 seven years or 70,000 mile point 
on the average. Salvage values have been higher than 
expected, running as high as 40% lately. This study uses a 


20% salvage value for economic analysis. 


GSA rates provide for all costs normally encountered by 
memenuser, 3.6., gasoline, oil, lubricants, tires, minor 
maintenance and repairs. Also nea caia ce indirect 
expenses, l.2., depreciation, fixed equipment, office space, 


ccmptroller services and administration. 


If procurement costs escalate gradually, the fixed flat 
r can be expected to take only a minimal increase. The 
cost per mile rate varies with geographic area, prevailing 
labor rates, etc. and is subject to increase as GSA's costs 


rose. 


D. GSA BILLING PROCEDURES 


The GSA contract provides for a monthly billing cf ail 
customers. There are no administrative records which are 
required to be maintained by the customer, but GSA has one 


required form which the operator must prepare on the last 
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day of each month. These forms (GSA Form 494) are largely 
preprinted by GSA and require the user to fill in the ending 
vehicle odometer mileage and date. These are forwarded to 
Peeecogeener Wath the credit card receipts for the vehicle 


during the month and becomes the basis for billing. 


Mee GoA SERVICE PROCEDURES 


The GSA lease agreement operates on a credit card 
systen. AII gasoline, Quas PUDELearıong washing, 
anti-freeze, tire repairs, battery charging, mounting and 
dismounting of snow tires or chains, and emergency 
replacement of spark plugs, fan and generator beu > 
Windshield wiper arms and blades, and lamps are authorized 
Services to be charged by the customer in behalf of GSA. 
Non-authorized Charges include storage, parking, major 
repairs, and purchase of tires, tubes and batteries. Hum 
using the credit card it is the responsibility of the user 
to obtain supplies and services needed to maintain their 
vehicles at the lowest overall cost (price and other factors 
considered) to the government. The Navy would not be 
performing any maintenance or routine inspections on GSA 


vehicles. 


Tires and batteries are not authorized to be purchased 
by the customer under the GSA lease agreement. It is felt 
that neither tires nor batteries suffer complete failure 
D ond recair except in rare instances. AS a result, when 
replacement of either is anticipated, the GSA office would 
be notified and a replacement item sent to the customer. 
All other parts or repairs costing less than $50 may bs made 


BENE ji Cr tion of the operator. 
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The GSA vehicle pool is normally the point where 
intermediate level maintenance is performed. Heavy 
eem tenance is contracted to commercial facilities. GSA 
will establish a maintenance point wherever there is a large 
concentration of customers. 


It should be emphasized that GSA rental charges include 
me Cost of gasoline and oil, while commercial full service 


leases generally do not. 


EGSA REPLACEMENT CRITERIA 


Inm ychicle which is anticipated to be out of use for 
Over three days will be replaced by GSA. It is GSA policy 
to provide immediate replacement if available from the pool, 
when a custcmer turns in a vehicle for maintenance or 
repairs. The larger the concentration of customers, tne 
greater the probability of having a replacement available in 


the pool. 


DENM oSA ACCIDENT POLICT 


As with Navy vehicles, accident claims against GSA are 
Claims against the government and commercial insurance is 
mot carried. The accident forms which must ke filed 
(Standard Form 91, Standard Form 94) are identical to those 
feduired Oo Navy vehicle accidents. The Navy is required to 
reimburse GSA for damages resulting from gross negligence or 


"tu misconduct. 
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EEE OSTR VEHICLES 


As stated earlier, the charges made for GSA vehicles are 
in terms of a fixed rate per month plus a mileage charge. 
The one-half ton pickup flat rate is $47 per month and the 


mileage rate is $.09 a mile, Reference 4. 
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IV. VEHICLE LEASING FROM COMMERCIAL SOURCES 


— 
— SS =e = cmc => = Sa eee: SS SSS SS — w m= eee ee m mm 


A. BACKGROUND 


Government leasing from commercial sources is not a new 
or unique concept. For many years now, the Government has 
Meased such items as computers, office machines, and local 
communications systems. As yet, the Government leasing of 
motor vehicles from commercial fleet sources has not 
received much wide attention. In the past a few sedans were 
teased for flag officers. Some specialized vehicles are 
presently leased for recruiters but on the whole, commercial 


leasing has been a rare event. 


Commercial transportation leasing firms are currently 
amcng the "golden haired" boys of the business world. The 


Wall Street Journal and other publications that reach key 


financial decision-makers include large advertisements 
regarding vehicle leasing. At present, more than 20% of all 
cars ars leased, Reference 6. Most corporate leasing firms 


are now experiencing an annual growth rate of 10-15 percent, 
and the optimism surrounding the vehicle leasing industry is 
not unlike the feeling toward the computer industry of 5-7 
years past. Top auto industry executives believe 40 to 59% 
of all new cars built by 1985 will be leased, Reference 5. 
Many writers on the subject of commerciai vehicle leasing 
EDIoScHEU M oDbIC as "a sign Of progressive management, 
citing that modern day executives find leasing an integral 


part of the total transportation program. 
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Vehicle leasing has not always enjoyed such widespread 
popularity, however. For example, Hertz made its start in 
eee rental=leasing industry from a backstreet garage in 
Chicago. It seemed that throughout the 1920's it was most 
unfashionable to operate a vehicle other than one's own, so 
potential Hertz customers would nervously slink to the far 


side of tcwn to rent their "very own" Model T. 


AS no until the early Werld War II years that this 
back-street image began to change. With the sprawling 
airports then being built, most rental/leasing companies 
socn relocated to take advantage of the new growing market. 
Along with this growth came the rapid entry of new firms. 
The size of the fleet leasing industry becomes readily 
apparent when one skims the classified pages of any 
telephone directory. For example, the Monterey, California 
"Yellow Pages" under "Truck Renting and Leasing" lists no 


less than 16 firms in the vehicle leasing business. 


In addition to the leading companies in the field, one 
finds new car dealers, finance companies, and many other 
businesses affiliated with the automobile industry active in 
vehicle leasing. Admittedly, many of these businesses 


operate with comparatively little capital investment. 


ERE ONMERCIAL LEASING COMPANIES 


There are basically three types of vehicle leasing 


companies. 
J. Ihe dealer-oriented firn, which usually 
handles vehicle leasing as a  side-line with 
vehicle sales. This source may be favored for 


Considerations of personal recognition or esasa of 
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service in the local area. 


2. The manufacturer-controlled company, such as 
the Pordi Authorized Leasing Service and the 


Chrysler Leasing system. 


3. The independent  lessors, who handle the bulk 
of commercial leasing and are led by such firms as 
Hertz, Avis, and Ryder. The independent firms are 
considered strong on service - the real 


distinction between the three types, Reference 6. 


Sees Bo OF LEASE AGREESENTS 


There are three major types of commercial lease 
agreements. Of these, the full service maintenance lease 
appears to be the most popular. Under this agreement the 
lessor includes tne GS. of all tires, batteries, 
maintenance, and other normal expenses in the  monthiy 
charge. The lessee must then furnish his own gasoline and 
oil. The major difference between a commerical lease and a 
GSA lease is that GSA includes gasoline and oil asa 
standard item of the lease contract whereas commercial 


leases do not. 


The second type is termed the net lease which is usually 
written for the same time period as the full service 
maintenance, and is the least expensive of the three. Under 
this type, the vehicle is supplied by the lessor but all the 
services and maintenance must be provided by the user. 
Approximately 8 percent of all Commercial leases eurreneiy 
Baule into Als Category. 


The special full service maintenance lease is the third 
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type and is the most expensive. In this instance, the 
lessee only provides the driver. Normally under this type 
C O rC he vehicle is returned to the point of pick-up 
HUN for Storage, gasoline, and service. This forn of 
leasing is usually short-term in nature and comes closest to 
approximating vehicle rental. As the latter type of lease 
agreement appears to have obvious disadvantages in terms of 
Government requirements, only the full service maintenance 
lease and the net lease with Government maintenance will be 


discussed hereafter. 


D GOVERNMENT POLICY REGARDING LEASING 


Mio aer fOr an activity to lease vehicles, the activity 
EU St initiate a request, with justification, through the 
chain of command in accordance with DOD and GSA policy as 
set forth by references 1- 4. If an activity wishes to 
lease vehicles, it cannot exceed its existing vehicle 
allowances as set forth in the Vehicle Allowance Listing, 
known more commonly as the allowance. The approved numbers 
Within the vehicle allowances must not be exceeded, either 
in total or within any vehicle category code. Changes in 
the vehicle allowances is a separate subject and will not be 
addressed in this study. A substitution of lease allowances 
tor Government allowances is made on a one for one basis. 
The activity requesting the lease is responsible for funding 


all lease costs. 


ICO ERNMENT LEASE SPSBCIFICATIONS FOR 1/2 TON 
EERCKUPCTRUCRS 


E scs government lease contract {Reference 7) 
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specifies Enae (oc OoncCroc ror Skall furnish American 
xxuUPaSctured, 1/2 ton, 4 x 2 (4 x u if four wheel drive is 
pequmeredj= = packup trucks, with the following provisions and 
standard equipment: 


1. Current model year, used vehicles are not 
acceptable. 


2. Painted ndmubscturert's “standard light (or 
pastel) colors. 


3. Rear bumper. 
4. Spare wheel and mounting rack. 
pee nishat and left outside rear view mirrors. 


6,  Hearer, defroster, darectiona Ll Signals, 
windshield washer and seat belts. 


J. Autcmatic transmission. (The cost is very low 
to the lessor “to include automatic transmission 
because of higher resale value of the vehicle plus 
Wier tually RO Maintenance other than factory 
Warranty during the first 24 months). 

Additional government lease provisions may include : 
1. Heavy duty alternator - mininum 50 amp output. 


2. Heavy dut y cooling system with overflow 
coolant recovery systen. = 


3. The provision that all vehicles shall meet or 
cccdMeNcurrent California vehicle pollution 
control requirement. 

4. Six passenger crew cab. 


ERDER a S over left" and right doors. 


In the past, additional equipment or substitution of 3/4 
ton pickup trucks were allowed to be furnished at the 
Contractor's option at no additional cost to the Government. 
However, with the recent emphasis on energy conservation, 
this clause is now being deleted from some vehicle leasing 
comtracts. Further, a V-8 with automatic transmission 
Cannot be surstituted by the contractor for a six cylinder 


With manual transmission. 
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F. IDENTIFICATION AND LICENSING 


Te Gowernment provides special identification for all 
vehicles furnished under the lease which is displayed in 
lieu of State license plates. Generally this is followed by 
a disclaimer to the effect, "It remains the Contractor's 
esponsibility to register/license the vehicles in 
accordance with the requirements DE the State of 


"difornia.' 
G. VEHICLS MAINTENANCE PROVISIONS 


The maintenance of the pickup trucks may be performed 


either by the Government or the Contractor. 


Under government maintenance, the Government provides 
ail service, materials and labor necessary to maintain each 
notor vehicle in accordance with high standards of 
automotive maintenance, and in a safe, devendable and lawful 
eperazing condition, including but not limited to repairs, 
malntenance, tire and tube repair and replacements, 
aag@stments, gasoline, oil, washing, parking space, and 
servicing of the vehicles. The Government shall establish a 
maintenance Schedule to conform to the manufacturer's 


reccmmended maintenence schedule. 


nds teca tractor maintenance, the contractor provides 
all service, materials, and labor necessary to maintain each 
vehicle in accordance with high standards of automotive 
maintenance, and in a safe, dependable and lawful operating 


condition, including but not limited to repairs, 
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Maintenance, tire repair and replacement, adjustments, oil 
changes, lubrication and servicing of or to the vehicles, 
Meng anti-freeze. (Gasoline and added oil will be 


furnished by the Government). 


Vehicles leased under a contractor maintenance contract 
will be made available to the Contractor for routine 
scheduled maintenance after normal working hours, and at any 
time on Saturday, Sunday or Federally observed holidays. 
Vehicles are made available to the Contractor for servicing 
in onedd quantities at locations convient to. the 


Government. 


The concept being that the Contractor perform all 
routine  service/maintenance after normal working hours. 
Eng the Contractor elect to service the vehicles during 
normal working hours, he must furnish a suitable substitute 


vehicle prior to taking any vehicle out of service. 


The Gcvernment seeks to further protect itself against 
the loss of an operational vehicle by specifing that the 
Contractor shall furnish substitute equipment in the event 
of breakdown or collision, cauSing the vehicle to be out of 
service for one (1) consecutive day or more for maintenance 
ER repairs: The Contractor shall furnish a comparable 
replacement venicle at no cost to the Government. In the 
event the Contractor is unable or unwilling to furnish a 
Suitable replacement vehicle, his billing invoice for that 
month shall reflect a deductible amount of $10.00 per 
vehicle, each day, aíter the first 24 hours that the vehicle 


MS cut of service. 
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NE VEHICLE WARRANTY 


Regardless of which party performs the maintenance 
function, all vehicles are specified to be fully covered by 
the manufacturer's standard new vehicle warranty. The 
Contractor is specifically assigned the responsibility for 
compliance with the warranty. In order to cause no delay to 
the Government and to assure prompt warranty compliance, a 
substitute vehicle or a deductive amount is specified during 
periods of warranty repairs exceeding 24 hours. The 
warranty clause of Reference 7 provides: pine Contractor 
shall be responsible for all warranty work as provided in 
the manufacturers standard new vehicle warranty. In the 
event any vehicle is out of service for two consecutive days 
or more for warranty work, the Contractor shall furnish a 
similar replacement vehicle at no cost to the Government. 
In the event the Contractor is unable or unwilling to 
Ansa a suitable replacement vehicle, his billing invoice 
for that month shall reflect a deductive amount of $19.00 
each vehicle, each day, after the first 24 hours that the 
vehicle is out of service. The vehicle shall be considered 
out of service when not in the Government's possession ina 


safe, operable condition, suitable for its intended use." 


ieee GeNGTH OF LEASE 


Generally the period of the lease is 24 months with an 
option for a 12 month extension by the Government at the 
Same rate. Sxp-rience at four sites in the Twelth Naval 
poactrooct by the Western Division, Naval racilities 


Engineering Command indicates that this option is rarely 
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exercised. This seems an ideal time frame, with the 
Government receiving new vehicles, using them 2 years with 
much lower maintenance costs and down-time than older 
Vehicles and then the Contractor is able to resell the 
vehicles with a rather high salvage value, sometimes at 
nearly the same fleet rates he initially purchased the 
vehicles from the manufacturer. 


2 VEHICLE QUANTITIES 


The number and type of vehicles is specified in the 
Gentract. Additionally, there is normally a provision 
whereby the Government may increase this number ur to a 
specified percentage within a short period following award 
GE the contract. Examples are: "The Government has an 
option to increase the number of vehicles by 15% within 180 
Ban ot the award," or "20% within 120 days of award," 


Reference 7. 


hore GREDIT CARDS 


ezedit cards or similar means ot identification will be 
Alenished by the Contractor with each vehicle so ‘that 
emergency service can be obtained wherever the vehicles are 
located at the time service is required. Additionally, the 
Ccntractor furnishes with each vehicle a packet containing 
detailed information and procedures for obtaining emergency 
Semvices eE replacement of tires, batteries, etc., not 
covered ty credit cards. The packet also contains complete 
Dnetcpucticnhs LOT Peport Ina tox tic UEContractor OP his 
designated insurance company, concerning accidents in which 


the vehicle may be involved. One packet containing the 


34 








above described documents and instructions is also furnished 


forthe contracting Officer. 


mr  vemt Cie LEASING COSTS 


Leasing costs were developed from four current contracts 
leasing 75 pickup trucks by the U. S. Navy in the 12th Naval 
District. M Eth contract is being prepared for 
advertisement for bids which will provide 15 pickups for the 
Mmicscermen force Of the Officer in Charge of Construction, 
Elk Hills, Tupman, Ca. Based upon the data available from 
these five contracts, the costs for leasing by the 
Government of one-half ton pickup trucks in California with 
Government maintenance is estimated to be approximately 5105 
per month per vehicle. This figure was derived from the PWC 
Neg contract cost for the past four years OF 
approximately $104 per month per vehicle. Figure 3 provides 
detailed information regarding the costs of current 
Government vehicle lease contracts in the Twelth Naval 


Pactrict. 
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HnwcNesrs has, to this point, provi dedio eus rono 
d eati ye = crits of ownership as opposed to GSA and 
commercial leasing and the policies pertaining to each. 
This chapter will undertake an economic analysis of these 
alternatives in order to determine which method of providing 
vehicles will meet the Navy's transportation requirements at 


mene lowest pcssihble cost. 


DIG ENERAL ASSUMPTIONS 


In order to evaluate the total cost of providing suitable 
transportation under each of the alternatives and to provide 
@ means cf ccmparison, the following general assumptions are 
made which apply to all alternatives. 


1. Each alternative must provide a minimum of 25 
one-half ton standard pickup trucks available in. 
Operdatrme condition at all times. 


2. ‚Each alternative will be assumed to operate an 
equivalent total number of miles. In view of the 
replacement provisions of GSA leasing and full 
service maintenance leasing, only 25 vehicles must 
be leased under these options. In view of the 
downtime associated with. government furnished 
maintenance, additional vehicles must be obtained 
by the Navy under the ownership and leas? with 
Overnmdent maintenance options in order to provide 
oc S n a ready status. Since fewer trucks 
need to be leased “han bought to provide 25 
Tow lereommin a ready status, per unit annual 
mileage will differ between alternatives. 


Bee Any struck in Be condition zegardliess 
of age or accumulated mileage, has equal utility. 


4. Effects Ste hela Con end S oma rect. ald 
alternatives equally and ace therefore 
disregarded. 

5. Fixed overhead costs are extremely difficult 
sO J ty and therefore will not be considered 
in this analysis. Probable relative overhead 
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changes will be discussed for alternatives with 
closely comparable costs. 


6. The delay between vehicle breakdown and the 


actual time the vehicle is delivered to the 


maintenance sho lS  approximatelv equal for all 
alternatives. EP Mo 


7. The net present value (NPV) of cash flows will 
be calculated for each alternative and will be the 
55 son final comparison. Present value is 
given by the formula 
. n 

NEV = PMT (1+i) 
Wheres is the discount rate and" is the number 
EN cars ‚in the future. The cost of government 
capital which will be used for discounting any 
future cash flows is 10%. 
8. Since current practice indicates that the 
economic life of a government owned vehicle is 
approximately seven yeafs instead of six vears 
See a by the services, the time to be covered 
y each alternative will be seven years. 
Beep EtEttion due to accidents will affect each 


alternative equally and wol therefore be 
disregarded. 


Sema: PRESENT WALUE OF THE COST OF NAVY OWNERSHIP 


The total cost to the Navy of ownership of its vehicle 
consists Of the initial capital expenditure, including 
the procurement cost less the discounted salvage value, and 


the annual costs associated with operation and maintenance. 


The expected purchase price for a one-half ton standard 
pickup truck for FY78 of $4346 will be used for the purposes 
of this analysis. Much less certain is the expected salvage 
value to be realized upon disposal at the completion of the 
economic life of the vehicle. Recent experience of the 
Defense Property Disposal Office indicates that discarded 
government vehicles can be sold at auction at prices ranging 
from 25% to 40% of their original procurement cost. These 
figures include all vehicles 3/4 ton and below, both four 


wheel drive and standard two wheel drive. As heavier duty 
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vehicles with four wheel drive tend to command a greater 
price than the one-half ton two wheel drive pickups 
considered in this study, it is felt that the one-half ton 
pickup would tend toward the lower end of the spectrum. 
Mis conclusion is borne out by the experience of the GSA 
Over the past three years which has shown that the resale 
value of these vehicles has been between 20% and 25% of the 
m 7103] cost. The actual realizable value of any given 
Eu a rends prinarily upon its physical condition and 
outward appearance rather than any measurable parameter such 
aS chronological age or accumulated mileage. hore tue 
purpose of this study, therefore, the realizable salvage 
value at the end of seven years will be assumed to be 20% of 


the initial provurement cost. 


Besproyöde a basis for projection of the cost of 
An enance for one-half ton pickup trucks, data showing 
actual experience for a fleet of approximately 260 units at 
PWC San Francisco Bay for the first two quarters of FY77 was 
used. The costs of operating the transportation services at 
PWC San Francisco approximate the average experience cf the 
major shore commands in the 11th, 12th, and 13th Naval 
pwscricts. Furthermore, the inventory of equipment held by 
PWC San Francisco represents a sizeable proportion (roughly 
103) of the total Navy assets in the West Coast area. For 
these reasons and due to the diverse natur2 of the commands 
Sieporesadn soy PWC San Francisco, it is felt that costs 
incurred in vehicle operations there will be representative 
of those which can be expected by any large shore station in 


this area. 


"nm Nor c the cost dara indicates that the *xpected 
maintenance cost per mile varies with the total accumulated 


miles as shown in Figure 4. 
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uuu costs include all materials and direct labor 
incurred through the period plus a 35% acceleration added to 
IE xceroiabor for non-contributory fringe benefits. The 
mileage base used for comparison of these costs was the 
actual mileage the vehicle was operated during the period. 
The relatively high cost per mile experienced in the new 
vehicles, those with less than 10,000 accumulated miles, is 
attributatle to the initial acceptance inspections and minor 
adjustments made during this period. The peak during the 
30,000 - 40,000 accumulated mileage period is indicative of 
the typical large one-time repairs expenditures during this 
period such as extensive brake work, drive train repairs, 


Suspension and exhaust system repairs. 


AS the average quarterly mileage utilization of the 
trucks in each mileage category is relatively equal, it is 
felt that the cost function is not biased by differences in 
Mer hizaticn. It is felt that these cost per mile figures 
fairly represent the maintenance costs which can be expected 
Ehseougnout the life of a typical pickup truck as miles are 
accumulated. The average Navy pickup truck is operated 
approximately 10,000 miles ina given year. This study will 
assume that each Navy owned pickup truck will be operated 
10,000 miles per year at an average cost per mile as shown 
in Figure 3 for its accumulated aileage category. Using 
techniques cf regression analysis, based upon downtime 
Beeeras Of PWC San Francisco, it is found that ownership of 
Pinceles is required if availapility of 25 vehicles is to 
be assured. Accordingly, 270,000 annual vehicle miles will 
Ne used fer determining the total cost of each cf the 


alternatives. 
uH MEOIHEODerations on a per mile basis is primarily the 


E00: rusq. Other operating costs such as tires, oil, 


EN re relatively insignificant. Present new trucks in 
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the PWC San Francisco fleet are travelling 16 mpg on fuel 
which cost $0.50 per gallon, thereby providing a fuel cost 
of $0.031 per nile. For the purposes of this economic 
analysis, new vehicles will be assumed to travel 16 miles 


per gallon also. 


Hao eost of ownership of a fleet of 27 one-half 
ton pickup trucks can now be calculated using present value 
analvsis. Cperating costs incurred throughout the year are 
assumed to occur in lump sum at the mid point of the year. 
Figure 5 shows that the cost of ownership is $105,305 net 
investment ccst plus $164,640 net operating and maintenance 


let tor a tctal net present value of $269,945. 
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C. NET LEASE WITH GOVERNMENT MAINTENANCE 


Enz eeond alternative for fulfilling the requirerent 
Atrea nsportation is commercial lease with all maintenance 
and operations costs borne by the government. The primary 
advantage to this option is that it provides new vehicles 
every twe (to three) years. As the vehicles will not be 
owned by the government, the initial inspections and minor 
break-in problems causing the characteristic high initial 
costs of cperations will be assumed to be borne by the 
lessor. Therefore, it is assumed that the government can 
operate and maintain these leased vehicles for a cost equal 
to the seccnd year cost shown in the previous section of 
5020925 per mile. Since the government is providing all 
Maintenance and, therefore, absorbing all downtime, 27 
EEUCKS must te leased in order to insure availability of 25. 
NE several ccntracts of this nature are currently in force 
devy installations in California, their average menthly 
poe will be used for the purpose of this analysis. This 


cost is $105 per month, as shown in Figure 3. 


Figure 6 shows the cost of the leasing alternative for 
mpemseven year period is $173,774 for leasing costs plus 
$127,572 for maintenance, for a total net present value of 
Baus. Expected savings in maintenance ate realized 
orzo 72 vice 3164,640 for Navy ownership), Put these 
Savings are more than offset by the considerable increase in 
[pue lease cost over procurement costs (3173,774 vice 


$105,305. for ownership). 
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PEXED RENTAL COSTS 


$105/MO x 12 FS x 27 = $34,020 


PRA O TOR NPV 

$34,020 ‚954 $32,455 
34,020 nao 29,495 
34,020 738 26,808 
34,020 HN 24,392 
34,020 . 6 52 22,181 
34,020 . 592 ZOG 
34,020 ‚538 Jo O) 
$173,774 





OPERATIONS COST 
270,000 VEH. MILES (.0925) = 24,975 


Ist year 27975 x 0.95% - 9555 
2md year 24,975 x On 667 = 21,653 
3rd year 24,975 x 0.788 - 19,680 
lth year 24,975 x OL? = IO / 
Sth year 24,975 x 0.652 - 16,284 
6th year 24,975 x 0.592 E 14,785 
7th year 24,975 x O8 = 13,437 
$127,572 

TOTAL COST $301,346 

o e oo CEST OP LsASE WITH GOVERNMENT NAT NO SMANCT 
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we LEASE FROM GSA 


A second available source of lease available to the Navy 
Mee tne GSA interagency motorpool. GSA rental rates vary 
somewhat between areas, but are generally significantly less 
than the rates of commercial lessors. The current rate in 
Ex Urornia for a one-half ton pickup is $47 per month plus 


$0.090 per mile, Reference 4. 


Since new vehicles would have to be purchased by GSA in 
order to fulfill a Navy lease requirement, procurement costs 
are considered irrelevent in this comparison, and the cost 
of leasing a vehicle from GSA will be compared only with the 


cost of maintaining and operating Navy owned vehicles. 


Since GSA virtually assures the availability of a 
replacement vehicle when the assigned vehicle is returned 
for maintenance, only 25 vehicles will be leased from GSA in 


this econcmic analysis. 


Figure 7 shows that the net present value of the ccst to 
the Navy cf leasing 25 vehicles from GSA for seven years is 
$196,147, as compared to the $164,640 cost of operations and 


maintenance under the Navy ownership option. 
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See 6 ULL SERVICE MAINTENANCE LEASE 


Mereade se ternative to consider for providing suitable 
transportation is commercial leasing with all maintenance 
provided by the lessor. Under this option, the lesser is 
totally responsible for insuring the availability of the 


vehicles, so that only 25 vehicles need be leased. 


The greatest potential for savings from the application 
of this fcrm of lease lies in new installations which have 
no initial investment in the tools, equipment and skilled 


mechanics required for a maintenance shop. 


A slightly different approach is used to compare 
ownership with this form of lease, due to the absence of 
wade actual cost data in the State of California. Using 
the formula given below For the capital recovery 
factor (CRF), a uniform series of cash flows with a present 
value equal to the total life cost of Navy ownership can be 
Calculated, where i is the discount rate and n is the total 
number of periods. 

i(1+1)” 
DE 2; —— 
M 


ai cas formula for a period. of seven years (34 
l and Subtracting the present value of the fuel costs, 
which would te borne by the Navy in either case, provides a 


breakeven monthly payment of $151. 
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3reakeven Monthly Payment (BMP) (Cost of Navy) x CRF -(Fuel 
for Full Service Maintenance D Cost 


Ownership 
Lease of 25 vehicles 


CRF (1=0.00833 per month; n=84 months) = 0.01660 
EMP = $269,945 x 0.01660 - .031(270,000)/12 mo. 
BAP 2051.34 


The implication is that if a lease contract can be 
consummated for less than $151 per month per vehicle 
including maintenance, the Navy would be better off to lease 
than to buy. The additional savings in cverheaä costs, 
which are probable with the lease option, make leasing 
attractive even if the cost is slightly in excess of the 
ANS calculated. 


The follcwing leases currently exist with lease costs of 
mis Order Of magnitude (Figure 3): 
CS NIS Key RE Wash. 12 month lease 
10 eac 71 ton pickup š Ewes 
$123.50 Bs month plus $.054 per mile in 
excess of 1,200 average miles/vehicle. 
2.  OICC Trident Bremerton, Wash. _24 month lease 
1 each 3/4 ton, ó passenger pickup 
1 each 374 ton, 4x4 pickup 
$158.60 per month, no extra mileage charge 
Ber - OICC zo. Bremerton, Wash. 24 month lease 
14 each 1/4 ton, 4x4 utility CEUCKS 
$160.40 per month, no extra mileage charge 
This alternative would therefore seem to have promise for 


further study. 


The preceeding analysis has provided insight into the 
probable cost of providing transportation services for a 
seven year pericd under each orf the alternatives. These 
cost estimates are based upon the operation of the average 
Navy vehicle and therefore are valid for comparison only for 
a program intended to lease an entir2 fleet of vehicles. On 
this basis it is found that continued Navy ownership is less 


Sestiy than either leasing from the General Services 
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Administraticn or leasing vehicles from commercial sources 
while continuing to provide government maintenance. The 
alternative cf leasing vehicles from commercial sources with 
maintenance provided by the lessor becomes less costly than 
Navy ownership if this service can be contracted for at a 
fixed monthly cost of less than $151. A  recapitulaticn of 


the present value of all alternatives is shown in Figure 3. 
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ALTERNATIVE I 
NAVY OWNERSHIP (see Figure 5) 


Procurement $105,305 
O&M 164,640 


Total $269,945 


MEE RNATIVE TI 
NET LEASE WITH GOVERNMENT MAINTENANCE (see Figure 6) 


Dizedeleasereost P173,774 
O&M AED 2 


Total $301,346 * 


Pane evs, III 
GSA LEASE (see Figure 7) 


Lease cost $196,147 ** 


ALTERNATIVE IV 
FULL SERVICE MAINTENANCE LEASE 


Breakeven monthly 
payment 8151.34 *** 


mm Directly comparable to total cost of Alt. I 

Ecc: Comparable to 0 & M cost of Alt. I 

Macs equal to total cost of Alt. I if 25 
vehicles are leased for 7 years and operated 
an average of 10,000 mi/yr/vehicle 





In S S NET PRESENT VALUE SUMMARY OF THE ALTERNATIVES 
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VI. SHORT TERM APPLICATIONS 


Meana” has often been cited as being an excellent 
method of solving short term transportation problems. As 
leases are generally made for two years but can be made for 
shorter durations, they are uniquely useful in providing a 
means for obtaining vehicles for relatively short peak 
requirements, and for providing a viable alternative to the 
high one-time cost of a major overhaul late in the life of 
the vehicle. One other application of leasing is of 
interest to the manager of a local command who has no money 
ror procurement and therefore has only the choice of 
maintaining existing equipment, leasing vehicles or doing 
Without. As long as the variable cost of operating a leased 
vehicle is less than the variable cost of operating existing 
government owned equipment, the cost of leasing will becone 
less than the cost of continued ownership at some level of 
operation measured in miles driven during a given month. As 
the vehicles in a government owned fleet begin to accumulate 
nileage, beccming more and more costly to operate on a per 
nile basis, it is incumbent upon the local manager to 
recognize the situation and take action to minimize his 


costs. 


In addition, for those few vehicles which are in 
extremely high mileage service such as security vehicles and 
Eus She menthly cost of operating even a relatively new 
government owned vehicle can exceed the cost of leasing this 
vehicle. To assist the local manager in recognizing the 
enges zo he realized from this application of leasing, 
fees 2, displays the required monthly mileage at which the 


various forms of leasing become less costly than ownership, 
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assuming current costs per mile for operating government 
typical of those experienced at PWC San Francisco. For 
example, 1f the present cost to operate Navy-owned vehicles 
is $0.14 per mile, leasing from GSA would be cost effective 


if monthly mileages exceed 940 miles, 


Mires tot the vehicles from the PWC San Francisco 
motorpool accumulated in excess of 3,000 miles per month 
over a period of six months. It can be seen that only with 
trucks in the 10,000-20,000 accumulated mileage group is the 
Ense OL Ownership less than $.10 per mile. As these high 
mileage vehicles are most likely security vehicles with 
installed special equipment such as radios, siren, and 
emergency lights, the costs of changing vehicle assignments 
to insure utilization of only these cost effective vehicles 
would exceed any savings to be realized. Vehicles with this 
sort of heavy utilization should be leased from GSA or from 
commercial vendors with maintenance provided by the lessor. 
Further, £or vehicles exceeding the assumed economic life of 
70,000 miles, the cost per mile of operation quickly rsaches 
a point where leasing becomes cost effective even for 
vehicles cf cnly average utilization of 300 miles per month. 
An added benefit of this sort of selective leasing is that 
it frees remaining assets for more moderate utilization thus 
meeming them below the 70,000- 80,000 mile criterion for a 
MESE period of time. It is felt that current levels of 
precurement could succeed in maintaining a government owned 
feet belewethe accumulated mileage criterion dictated by 


policy if this selective leasing were pursued. 
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VII. VIEWS FROM THE SAN DIEGO EXPERIENCE 


rue test of a concept is how effectively it Works in 
the field when it is implemented. During July 1977 the 
authors visited the Public Works Center at San Diego, 
California, where the leasing of 11% to 12% of their entire 
fleet of almost 1400 vehicles has been in effect since 1973. 
This rather small percentage of leased vehicles accounts for 
over 27% of the total vehicle mileage generated at San 
Diego. Discussions were held with members of the PWC staff 
representing executive management, contract administration 
and transportation operations. In addition, interviews were 
taken with Kennedy Services, Incorporated (the commercial 
firm presently leasing all the vehicles to the Public Works 
Center), and with a major user of the leased venicles, the 


Security Department of the San Diego Naval Base. 


The Transportation Department of the PWC San Diego 
underwent a Navy Inspector General inspection in early 1977. 
Me presentation bcoklet was prepared by the PWC for this 
EnEectjion and the specific section dealing with vehicle 
Br ng as ¿included in this research as appendix A. The 
Beekoground of their leasing program, the present extent of 
their leasing effort and a summary of their experiences are 
ame contained in this appendix. The 197 leasing contract 
fom 340 pickups at $104.15 per vehicle per month expired in 
Pevensie?) and a new contract was awarded on 3 May 1577 for 
BH new pickups at $104.11 per vehicla per month. There were 


so pr aders on the contract. 


The PWC Production Officer, CDR. James Doebler, CEC, USN 


and the Transportation Department Head, Mr. Al xksho:3, 


55 





expressed ccmplete satisfaction with the leasing concept. 
Leasing has reduced operating costs by assigning new leased 
vehicles Io the higher mileage requirements and the 
Government owned vehicles to the remaining lower mileage 
requirements. The PWC San Diego is presently reporting the 
lowest vehicle operations costs of the nine PW Centers and 
this is due ina large measure to the two year leasing of 
new pickup trucks for high mileage requirements, such as the 


Security Department, San Diego Naval Base. 


The PWC Transportation Maintenance Shop personnel are 
pleased with the results of the leasing program. First, the 
leased vehicles are in the shop far less often than the 
older Navy vehicles with similar accunulated mileage, due to 
the fact they are new and covered by the factory warranty 
Borectheir first year. Second, having the newer leased 
vehicles in service enables the PWC to survey, or retire, 
the very cld high mileage vehicles from its Navy owned fleet 
Ko un Ch parts are difficult to obtain and which are in 
such poor condition that they would be continually in the 
Shop. As a result, the remaining Navy owned trucks, even 
those with extremely high mileage, can be operated at a 
lower cost per mile and can be kept on the road a higher 
percentage of the time due to greater availability of 


mechanics. 


Figure 10, deriven from transportation cost reports from 
PWC San Diego, shows the cost of maintenance for ths Navy 
Seemed One-half ten pickup fleet at PWC San Diego for the 
identical time period used to determine the PWC Sam 
Francisco cost of operation. The maintenance costs closely 
coincide for vehicles with accumulated mileage less than 
90,000 miles. The" dramatic divergence Mol the, west or 
Maintenance for older trucks (greater than 90,000 miles) is 
indicative of the effectiveness of the leasing program. The 


s 7 maintenance cost for the leased vehicles during ehis 
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E cod was found to be $0.040 per mil 
e. 
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The PWC Contract Administration Stafr headed by LCDR 
Themas Michna,CEC, USN with Mrs. Pat Mancuso as the Senior 
Contract Administrator, has experienced few problems in the 
administration of the leasing contract. "It is probably the 
easiest services contract that we handle", Mrs. Mancuso 
stated. This staff prepares the contract documents, issues 
the Invitation for Bids, holds the bid opening and awards 
the contract to the lowest responsible and responsive 
bidder. The contractor delivers the vehicles to the PWC 
Transportation Department whicn has the physical control and 
Besponsibility of the vehicles during the life of the 
contract. The Transportation Department provides a monthly 
memorandum tc Contractors listing each leased vehicle and 
the number of days it is actually in the Government's 
control. This forms the basis for the monthly partial 


payments to the contractor. 


An expense factor to be considered in the total cost to 
the Government of leased vehicles is the costs above and 
beyond "normal wear and tear." There are two aspects to 


ans point. 


u I£ he vehicle is wrecked of surfers major 
damage not covered by the factory warranty or 
lease provisions, the Government must resolve anc 
pay the fair dollar value of the damage to the 


montractor. 


2. At the close out of the leasing contract at 
+he end of its normal two years, the vehicles are 
required to be returned to the contractor in good 


operating condition less 'normal wear anc tear." 


The leasing contracts presently written by the 


Government do not adequately define the term "normal wear 
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and tear". It is recommended that a better definition be 
developed and inserted in the contracts, since this term is 
Oren weo individual intrepretations by the parties to the 
montract. 


Three different approaches have been utilized in the 
past to resolve this matter. 


IENEIUerfrrst leasing contract in 1973 was with an 
oüe of- -state firn. The Contractor delivered the 
vehicles to the PWC San Diego and, at the end of 
the contract, hired an independent automobile 
appraisal firm to inspect each vehicle and submit 
a report on items above 'normal wear and tear!. 
This impartial third party report was considered 
acceptable to the Government and served as the 


Bones or closing out the contract. 


2. Tre second method utilized has been a joint 
insvection of each vehicle by representatives of 
ene Government and the Contractor with on the spot 


zeeolgeion of differences. 


seenen tord method  , a more formal version of 
the second, consists of the Contractor inspecting 
sach vehicle and submitting a letter setting forth 


additicnal charges per vehicle. 


ue” (cese) out costs for the last two pickup truck 
contracts have been approximately $100 per vehicles, in 
addition to the cost of some maintenance items which che 
DGeernment elected not to repair prior to returning the 
3vehicles to the contractor. Based upon a small sample of 
the PWC San Diego experience, one rule of thumb for close 
out costs night appear to be one month's vehicle lease rate 
per vehicle. This does not include major damages handled on 


a ~one-tine basis. 
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wee AN Kennedy, President of. Kennedy Services, Inc. 
(the contractor for three separate leasing contracts with 
PWC San Diego), was interviewed and stated that from the 
BuNEPdctor's Viewpoint, the contract is fair and equitable 
with a reasonable profit at minimum risk. However, he felt 
that the contract provision permitting the Government to 
cancel the contract on 30 day's notice was unreasonable and 
that the contractors had to prepare their bids assuming that 
the contract would run for two years. If jo <CCnt bateror 
included the costs of potential termination in his bid, 
Sera ct costs would be considerabiy higher. This risk to 
the contractcr is magniried when the Navy leases specialized 
equipment with a limited market value outside the Navy. He 
advised that commercial leases provide for a minimum initial 
period of 12 months followed by a 60 day cancellation notice 


Mag the remainder of the contract. 


Mr. Kennedy further advised that the Government could 
lease pickup trucks with several extra features for the same 
rate as the "Sallv Rand's" (stripped models) currently being 
leased, due to the much higher resale price these delux 
pickups would command for the contractor upon the completion 
of the contract period. Desirable features that could be 
~a d include heavy duty suspension, cooling system and 
alternator as well as v-8 engines, automatic transmissions, 


power steering and brakes and a 3/4 ton body. 


Mr. Kennedy is pressing the State of California for 
relief from the 6% sales tax he is charged on the naw 
vehicles he provides to the Government. He purchas:s the 
vehicles directly from the manufacturer, Chrysler, and pays 
cash by arranging his own financing. He receives a £50 to 
$100 factory rebate based upon the number of vehicles he 
Mise an Service per year. His Contention 15 that the 
vehicles are for a Government contract and should not be 


taxed, whereas, California views the vehicles as the 
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property of Kennedy Services and hence subject to taxation. 
MiescOVvVeEEnment Contract states that the contractor is liable 
for appropriate licensing and taxes by the State of 
California, and the U. S. Navy has therefore remained out of 
this issue. Should relief be obtained, however, these 
savings would be passed to the Navy in the form of reduced 


rates. 


A survey was made of 12 personnel from the Security 
Department, San Diego Naval Base, as they brought their 
pickup trucks in for gasoline. To the man, they felt that 
Security was receiving a newer vehicle, in better operating 
condition and with a higher degree of reliability. The 
Customer image of the leasing program was most positive. 
The Satisfaction expressed by the Security Department 
personnel was most evident in their enthusiasm for the 


leasing prcgran. 


Tn summary, the views from the field reflected a high 
degree of satisfaction from all the individuals involved in 
the leasing program. The leasing concept is implemented at 


PWC San Diego and is working well. 
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VIII. SUMMARY AN 


When considering the alternatives of lease versus 
ownership from the standpoint of the expected present value 
eros -Otal life costs of providing the 25 operable 
Vehicles assumed in this study, Chapter 5, it appears that 
no cost savings can be realized by DOD from leasing if the 
DOD vehicles are operated no longer than seven years/70,000 


miles. 


However procurement practice in the past decade has 
resulted in an older vehicle fleet with a much higher 
Mileage profile than written policy dictates. The resulting 
high costs of vehicle maintenance make leasing on a 
selective basis a viable alternative to continued overation 
with the aging fleet. It is far better to lease a vehicle 
in these situations than to attempt to keep a vehicle cn the 
road after it has exceeded its useful life. At the level of 
25 available pickup trucks assumed by this study, savings 
realized by DOD ownership, when compared 0 either 
commercial lease with maintenance provided by the governnent 
or lease from the General Services Administration 
interagency motorpool, were almost exactly equivalent 
(approxinately $31,500 over seven years). This observation 
uus One tes conclude that GSA operation ot a fleet of 
vehicles provides no savings . over simple commercial 
outleasing if vehicles are operated only 10,000 miles per 
year. Figure 8 provides 2 net present value summary of the 


Mar ros alternatives. 


commercial leasing with maintenance provided by “he 


Bor vides the most promising alternative to government 
essor pro p 
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ownership. If the lease can be obtained at a fixed ncnthly 
cost (no additional cost per mile) of less than $151 per 
month, this alternative becomes less costly than government 
ownership. As this figure compares favorably with the few 
Teases Of this form now in force, it is felt that further 
study should be made of this option taking into account the 
expected savings in overhead to be realized. This further 
study is of paramount importance for new installations ,such 
as NAVSUEASE Bangor, where fixed overhead costs have not yet 


been incurred and are therefore avoidable. 


A true test of a concept is how effectively it works in 
the field when it is implemented. Beginning in 1972, the 
Navy has been leasing between 11% and 12% of their  venicle 
reguirements in the San Diego area. The leasing contract, 
administered by the Public Works Center, San Diego, has been 
puted a success by both the staff of the transportation 
program and the users of the vehicles. Leasing was 
justified based upon the advancing age and condition c$ the 
vehicle fleet and the large number of customers with high 
nileage requirements, 1.026 Security, taxi service, 
messenger and delivery runs and vehicle pool operations. 
Leasing has reduced the maintenance and operations costs for 
these high mileage vehicle requirements while providing 
Mewer vehicles to the users. Although only 11.6% of tne 
potal fleet, these leased vehicles have operated 
wol mately 27.5 of the vehicle miles. This permits the 
assignment of older government owned vehicles to the lower 
mileage requirements thereby lowering their monthly 
Maintenance and operations costs also. The leasing concept 
Peacmepeens in practice for five years at San Diego and is 
Hosdugewellowsth a high degree of satisraction expressed by 


all the parties involved. 


Ls 


Er 
y. 


It shculd be noted that an implicit assumption of t 


study has keen that private industry would expand to mest 
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the increased demand of a Government policy change resulting 
pm Sign Clicant increases en the level of leasing. 
Furthermore, any large scale change in this direction would 
Eonstitute significant Stimulus to the economy which could 
have profcund long-term effects. Investigation of these 
effects is beyond the scope of this analysis. However, the 
implications to the automobile manufacturing, leasing and 
used car industries are obvious and require much closer 
scrutiny than can be provided by this study. 
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APPENDIX A 


VEHICLE LEASING AT PWC SAN DIEGO 


A. BACKGROUND 


Lagging Navy vehicle procurement from the late 1960's to 


the present has brought about several undesirable 
conditions. First of all, maintenance cost per mile has 
substantially increased due to the necessity to keep 


overaged and over mileage equipment on the road. 


Second, downtime commonly increased beyond the NAVFAC 7% 
Operating criteria. In essence the increase in downtime 
provides the user with only a part of a vehicle since a 
Significant amount of its total available time is spent in 


the shop rather than in use. 


pora, the reliability of the equipment Lkecame 
questionable. It was not unusual for a job to be aborted or 


delayed due to equipment breakdown. 


The Navy Public Works Center, San Diego, recognized 
m provlems and in, 1972 sought ,a soluricn to the austere 
procurement cutlook. An extensive analysis was undertaken 
to analyze costs of old equipment vs new, identify high 
mileage users, and determine if leasing could provide a 


partial scluticn to the problen. 
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Pre-experience estimates indicated that on the average, 
leasing was cost effective in those areas when Mileage was 
1,800 miles per month or more. Consequently in April of 
1973, 52 one-half ton pickups were leased to absorb the high 
Mileage users (in general those in security service) and in 
s Oo Cr Cl 1973 an additional 89 vehicles were leased after 
an analysis indicated other equipment codes which could 
benefit from vehicle leasing. These codes consisted of 


Sedans, six-passenger pickups, carryalls, panels, and stake 
ELUCKS. 


Subsequent contracts have made the follcwing additions 
ana deleticns: 
ae original contract tor 52 one-half ton 
OS was “revised to 3ü for the next contract. 
nis was due to increased government procurement 
and a significant increase in lease costs. 
Deere Orl ginal contract for 89 Wehl les was 
revised to 97 vehicles. The increase was due to 
the utilization of compact sedans in e EIN 
Service. Previously tnis service has been provide 
with pickups. 
C. A new contract was established for 31 leased 
units that were to be placed in service upon 


consclidation with Public. Works Department at 
Naval Air Station, North Island. 


PRT LEASED ASSETS 


At present the following leased units are in operation: 
a. Contract #N62474-75-C-3447 
Contractor: Kennedy Services International 


Provides: 34 each one-half ton pickup trucks 


D comeract Aue 2u7uU=75- ce 
Gomtractor: Kennedy Services Internetional 
Provides: 29 each compact sedans 
24 each panel trucks 


30 each twelve passenger carryalls 





8 each one ton stake trucks 


6 each six passenger pickups 


CE Contract #N62474-76-C-8739 
Contractor: Kennedy Services International 
Provides: 15 each one-half ton pickups 
7 each six passenger pickups 
3 each one ton stake trucks 
4 each carryalls 
2 


each forward control panels 


The table below provides a total inventory of leased and 
government vehicles by type to show the percentage of 


inventory leased vehicles represent. 


Magee) Vehicle rain cres an pelea scam o To 
Sedans 332 29 8.7 
Ic ton pickup 530 49 982 
Six pass pickup 150 13 357 
Panel trucks 108 26 20.1 
Sarryalls 134 34 250 
Stake trucks 139 11 7.9 
Total 1393 162 11.6 


CUT ILIZATION 


One of the key factors in ensuring economic benefits of 
leasing is high mileage generation by the leased units. By 
doing this, the low maintenance miles are "skimmed" from the 
leased units and the government owned units operate 
efficiently over a longer number of years. The table below 
provides an illustration of how the leased units at PWC San 


Diego represent a far greater portion of the mileage 
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generated than they do of the total inventory. 





ype Vehicle ANA VER Gor y ^ of Mileage 
Sedan 8.7 33:21 
Pickup 9.2 | 22/59 
Panel Van 21451 EZ 
6 Fass Pickup ae 11.7 
Carryall 25.1 37.8 
Stake Truck n 10.4 
Average 116 2005 


The above table indicates that the leased vehicles are 
averaging approximately 2.4 times the mileage received by 


their governsent ccunterparts. 


The general findings of operating and maintaining leased 
vehicles versus the older government-owned ccunterparts have 
Hevealed two significant factors. First of all , the 
Operations and maintenance costs have generally been about 
$.095/mile less with leased vehicles. Since present average 
lease cost is about $110/month, the approximate  mcnthly 
breakeven mileage to make leasing economical can be 
calculated to be 1,150 miles/month. This varies with 


individual equipment type but holds true as a general rule. 


Second, the downtime experienced with leased vehicles 
has been markedly lower than that of the older government 
fleet.  Dcwntime figures have indicated 2.65* for the leased 
vehicles vice 5.9% for the government fleet. This means 
that the 162 leased vehicles are providing the sane 


availabls service as 215 723 90002 ex 9039) —government 
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vehicles. 


Another FACTO) Min Le. not s cost OF cawvantabrlity 
benefit, is the ability to order equipment not normally 
provided by government procurement. By utilizing local 
contracts, such items as automatic transmission, heavy duty 
suspension, heavy duty cooling system, etc., can be 
Specified. Ir many cases, the addition of these features 
can reduce maintenance and/or provide better service. In 
essence, the vehicle can be tailor-ordered to fit the job it 


performs. 
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